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November27, 2002

VIA ELECTRONTCFiLiNG

Ms. MarleneH. Dortch
Secretary
FederalCommunicationsCommission
445 TwelfthStreet,S.W. — RoomTWB-204
Washington,D. C. 20554

Re: Exparte.WC DocketNo. 02-112.Section272(f)(1)SunsetoftheBOC
SeparateAffiliate andRelatedRequirements

DearMs. Dortch:

OnTuesday,November26, 2002,RobertQuinn, AryehFriedmanandthe
undersignedofAT&T andDavidLawsonof SidleyAustinBrown& Wood met with
William Maher, Chief-WirelineCompetitionBureau,CarolMattey,DeputyBureau
Chief-WirelineCompetitionBureau,Michelle Carey,Chief-CompetitionPolicy
Division, Tom Navin,DeputyChief-CompetitionPolicyDivision andClaudiaPabo,
AttorneyAdvisor-CompetitionPolicy Division. Thepurposeofthemeetingwasto
providean overviewof AT&T’s writtencommentsin theabove-captionedproceeding.
AT&T’s views,asexpressedin ourmeeting,wereconsistentwith ourwritten
comments.No newargumentswereraisedduring this meeting. Theattachedoutline
ofourwrittencommentswasdistributedto theFCC staffpresentatthemeeting.

OneelectroniccopyofthisNoticeis beingsubmittedto the Secretaryofthe
FCCin accordancewith Section1.1206oftheCommission’srules.

Sincerely,

cc: W. Maher
C. Mattey
M. Carey
T. Navin
C.Pabo



AT&T Presentation

November26,2002



Summary
• BOCs Asking for RemovalofAccounting,
Affiliate Transaction SafeguardsWhen Other
AgenciesStrengtheningSuchProtections

• BOCs Retain Market Power, DominanceEven
YearsAfter 271 Authorization (NY, Tex.)

• BOCsHave IncentivesAnd Demonstrated
Ability To Discriminate and Misallocate Costs

• § 272 Is A Unique Enforcement Tool That
Provides Transparency (PUCs Want To Retain)
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BOCs Have Greater Incentives And

Ability To Harm InterLATA Market

• “Fundamental Postulate” Of Telecommunications
Law Is That LECs Have “Both The Incentive And
Ability To Discriminate Against Competitors”

• BOCs Have Long History Of Discrimination,
Accounting Gimmicks To Favor Affiliates

• OnceLD Authorization Provided, BOCs’
IncentivesTo Prefer Its LD Affiliate And Harm
NewInterLATA Rivals BecomeMuch Stronger
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§ 272 Is A Critical
Pro-Competitive Tool

272 of “Crucial Importance” To PreserveA
“Level Playing Field” in InterLATA Market

• CongressDesignedSection272 To Apply
After 271 Entry, Until BOC DominanceOf
Local Markets Ceases

• Intended To DetectAnd Help To Prohibit
BOCs’ Ability To Discriminate, RaiseRivals’
Costs
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BOCs Dominate Local Markets

• Even In NewYork, 3 Years After LD Entry,
Verizon Has Market Power In Local Services

• Particularly In SpecialAccess,Key~LD Input
NYPSC: Verizon “Continues To Dominate”

• SBC Controls Local Market In Texas; Other
States(Okla./Kan.) Lag Even Farther Behind

• Overwhelming EvidenceThat It TakesMore
Than 3 Years For Full Competition To Develop

• BOCs Able To Discriminate, Cross-Subsidize
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§ 272: Practical Enforcement Tool

• As State PUCsConfirm, § 272 Provides
Transparency Of Accounting, Affiliate
Transactions,PerformanceMeasures

• No Way To DiscoverBOC Violations Absent
Structural, Accounting Safeguards

— E.g., Identifying Cost/RevenueData “Critical” To Rate Review(Pa. PUC)
— SBC/AmeritechMergerOrder¶~J206,211,220,260(Useof SeparateAffiliate For

AdvancedServices“will mitigate substantial risk ofdiscrimination”)

• Other Tools Not As Effective
— Audits Have Yet To Be ConductedProperly (Despite Inadequacies,Material

Violations Still Uncovered)
— LEC Mergers HaveReducedBenchmarking, Hindering Regulators C
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CostsOf ComplianceSmall

• BOCs’ Claims Of High Compliance Costs
HaveNeverBeenSubstantiated

— Verizon Data On OI&M CostsWithheld

• Structural SeparationUsedIn Mergers As
Cost-EffectiveMethod To Police Misconduct

• SafeguardsEaseEnforcementActions

• LessCostly Than Other Remedies

• Has Not Hindered BOC Entry in LD
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Ample EvidenceOf
BOC Misconduct

• SpecialAccessPerformance Is
Discriminatory And RatesAre Excessive

— NYPSC Report: “below. . . acceptablequality” and Verizon “treats other
earnerslessfavorably” Audit found similar problems

— AT&T has shownthat BOC on-time performancedecreasingover time

• Ability To Manipulate PlC Process

• Cost Misallocation: EvidenceofPrice
Squeezes,Unlawful Affiliate Transfers

— California Audit: Joint Marketing “clearly demonstratescross-
subsidization;” Affiliate obtain free accessto BOC databases
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Conclusions

• Extend § 272RequirementsFor At Least An
Additional 3 Years

• Retain OI&M Rules
— sharing ofthese“core functions” would create“substantial opportunities” for

costmisallocation and “inevitably” result in discriminatory treatment (Non-
Accounting SafeguardsOrder)

• BOC “Regional” SunsetTheory HasNo
Statutory Basis

• Improve Audits, 272Enforcement
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